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No. 6

WAT are the facts in respect to cash, the placing of insurance, and the collec
H
the development of Account tion and the use of operating or budget sta
tistics.
ancy as a science?
“ The accountant, in his analytic capacity, is
Can Accountancy be regarded
as a vocation of professional expected to audit and verify records in respect
to value transactions, including the audit of
character?
What are the qualifications disbursements, and to determine the existence
which persons holding Govern or the absence of errors of intent or of ignor
mental positions requiring a knowledge of Ac ance; to unearth fraud, embezzlement, misap
propriation of funds, violation of legal or other
countancy must possess?
These questions were either asked or implied controlling rules; and, in general, to review and
analyze financial transac
in a request recently re
tions and records. This
ceived by Pace Institute
LEADING ARTICLES
work requires special ability
from the Congressional
in the matter of the detec
Joint Commission on Re
Divisions of Accountancy
tion of fraud, and the con
Title-page
classification of Salaries.
duct of special investiga
Excerpts from the letter of
Courts of New York State and the
tions and examinations.
reply, which was written by
United States
“ The accountant, practic
Mr. Homer S. Pace, will
Page 84
ing as a public accountant,
doubtless be of interest to
Students’ Questions and Answers
offers his services to the
many readers of The Pace
Page 86
general public chiefly in
Student. These excerpts
connection with construc
Serial
Bonds
follow:
Page 89
tive and analytic (auditing)
“ Accountancy has three
work. The profession of
distinct phases—construc
Accounting Procedure
Accountancy is recognized
Page 90
tive, operative, and analytic.
by practically all of the
“ The accountant, in his
Science of Accounting
states, and the require
constructive capacity, is ex
Page 92
pected to design books and
ments, in respect to pre
The Office Manager
systems of accounts; to pre
liminary education and
Page 94
pare forms of statements,
professional training and
tabulations, and classifica
experience, are on a par
tions to disclose value facts; to plan working with the requirements for admission to the bar.
organizations; to devise forms, methods, and For example, in New York, in which the C.P.A.
procedures for directing and cooperating effort; (Certified Public Accountant) law was passed
and to plan and devise all incidental charts and in 1896, it is necessary for the accountant to
procedures that may be necessary to collect have a full high-school education, together with
information and to afford a basis for the in five years’ experience and training in the prac
telligent direction of organization work.
tice of Accountancy.
“ The accountant, in his operative capacity,
“Aside from the practice of Accountancy by
should be able to take the responsibility of public accountants, there is a vast amount of
directing bookkeepers and clerks who carry out similar work performed by salaried employees
the detailed operations of recording and stating of the Federal Government, of the various
financial facts, and to deal with all of the opera states, of the larger municipalities, and of pri
tive matters that arise in the direction of his vate business organizations. These positions
work, including the keeping and stating of ac may call for constructive work, for operative
counts, the determination of costs, the record (supervisory) work, or for staff auditing. In
ing of stores, the handling and the recording of private employment, any one of several titles

Divi
sions of
Account
ancy

Divisions may be used to designate the ex
of Ac ecutive who discharges the tech
countancy nical and executive responsibilities
of such positions—controller, audi

and organization. These examina
tions should be similar to the ex
aminations
given by the various
1920
state boards that examine for the
certified public accountant degree, and by the
American Institute of Accountants for admission
to that body. If the precautions of testing men
by these standards and of requiring suitable
experience are taken, no difficulty will be found
in maintaining an Accountancy classification in
the Government service.
“ There have already been successful attempts
to establish examination requirements of the
nature indicated in divisions of the Government
service. The Income-Tax Unit, for example,
has found it necessary to have the Civil Service
Commission do so, and I understand that other
departments of the Government have done the
same. I believe that concerted action in this
respect, and the creation of a professional status
for the accountant, would lead to the improve
ment of the Government service. Men and
women would be attracted to the service, and
their services would be retained, if suitable
recognition in classification and in salary were
made of the technical or professional character
of their services.
“ It is almost needless to call attention to the
fact that the Government is already receiving
the benefit of the services of many accountants
of high professional ability. I hesitate to give
instances, but from my own observation, I could
point out eight or ten Governmental divisions
that have received the benefit of most excellent
constructive, operative, and analytic Account
ancy work. In many instances, the character of
the work remains unrecognized either by
proper remuneration or by vocational classi
fication.”
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(Continued) tor, treasurer, chief accountant, and the like.
“ The distinction between the professional
accountant—whether he is working in public
practice, in private employment, or in Gov
ernment service—and the bookkeeper or clerk
should be based upon general education and
technical, or professional, training and experi
ence. The professional accountant should have
at least an equivalent of a high-school educa
tion ; he should have made theoretical and prac
tical preparation over a term of at least five
years, during which he should have been en
gaged upon work that required the exercise of
judgment and executive ability.
“ The work of the bookkeeper and clerk, on
the other hand, is of a routine, clerical nature,
requiring skill and accuracy rather than judg
ment ability. The bookkeeper or clerk per
forms the detail part of the operative work in
Accountancy. He is to the accountant what
the mechanic or the mason is to the engineer.
Long-continued experience in detailed opera
tions does not necessarily bring development in
professional ability—the mechanic may never
become an engineer, and the bookkeeper may
never become an accountant.
“ The candidate for admission to an Account
ancy classification, if he does not possess an
unquestionable credential as a public account
ant, should be able to stand rigid examinations
in all the branches of law that relate to prop
erty rights, to contracts and to the various sub
divisions of that subject, and to business pro
cedure on the theory and practice of accounting,
in auditing, and in the essentials of economics

SUMMER DAY CLASSES
Daytime classes in Accountancy and Business Administration (Semester A) will be
organized at Pace Institute, Boston, Washington, and New York, early in July. Class sessions
will be held five mornings a week. The work of Semester A will be covered in nine weeks,
and students, upon the completion of the Semester’s work, may continue their studies in either
the day or the evening classes.
These daytime classes afford students an exceptional opportunity to complete the
Business Administration Course (Semesters A, B, and C) in half the time required in evening
classes.
Write for special Day-School information and a complimentary copy of the helpful
booklet,"Your Market Value.”
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BOSTON
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HOMAS R. LILL,
C.P.A. (N, J.), a Pace
graduate
(Extension
Course), is a member
of the firm of Searle,
(N.J.)
Nicholson, Oakey &
Lill, certified public accountants,
New York City. This firm deserv
edly enjoys a high professional
standing, and it numbers among its
clientele leading business enter
prises of many kinds.
Mr. Lill was born in Chicago
forty-four years ago and was edu
cated there. When a mere strip
ling, he decided to make Account
ancy his profession. After a few
years of routine experience of the
usual kind, his exceptional analyt
ical abilities brought him oppor
tunities for advancement.
From 1900 to 1904, Mr. Lill was
Examiner of Accounts, Assistant
Chief of Bureau, and special agent
at Manila. His duties consisted
chiefly of auditing and settling the
accounts of the various provinces
and cities. He also had charge of
the executive work of the Bureau,
and he frequently had to make
special field examinations in con
nection with construction work.
From 1905 till 1908, Mr. Lill was
District Auditor of the Southern
District of the Philippine Islands.
He had jurisdiction over three
provinces and eighty-eight cities,
post-offices, customs, constabulary
dispersing offices, and the like.
Each province and city was re
quired to submit an annual budget,
setting forth the estimated revenues
and expenditures. As District Au
ditor, Mr. Lill was charged with the
responsibility of seeing that these
budgets were lived up to. Mr. Lill’s
deputies audited and settled the
monthly reports which each prov
ince and city had to submit. In
addition, Mr. Lill made periodical
field examinations, and in cases of
shortage or dishonesty, summoned
and examined witnesses and pre
pared cases for the courts.
After eight years of service in
the Philippines, Mr. Lill returned
to America in order to get further
experience in actual business. He
joined the accounting staff of Has
kins & Sells and remained with
this well-known firm for six years.
Though he began as a junior, it was
not long before he was entrusted
with senior work.
After a year’s experience in the
professional practice of Account
ancy on his own behalf, Mr. Lill
became a member of the firm of
Searle & Nicholson, certified public
accountants, remaining with that
firm until its name was changed to

Thomas
R. Lill,
C.P.A.

Searle, Nicholson, Oakey & Lill,
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the installation of systems in con
nection with insurance companies,
transportation companies, coal com
panies, publishing companies, banks,
public-utility concerns, railroads,
cities and municipalities, etc., etc.
Mr. Lill’s duties have caused him to
travel widely, not only in, but out
side, the United States. He con
ducted a special examination for the
Equitable Life Society at Sidney
and Melbourne, Australia. He vis
ited Cuba three times, in order to
audit the accounts of the National
Bank of Cuba, at Havana. For a
time he was controller of the Guanice, Centrale Company, Porto Rico,
and was responsible for the dis
bursement of about two million dol
lars a year.

Thomas R. Lill, C.P.A. (N. J.)
Member of the firm of
Searle, Nicholson, Oakey & Lill
Certified Public Accountants
New York City
One of Mr. Lill’s most impor
tant assignments was as chief ac
countant to a special commission
which had been invited to examine
and report upon the financial con
dition of the Mexican government.
In May, 1917, Mr. Lill accompanied

Mr. Lill becoming a member of the Mr. Henry Bruere to Mexico City
latter firm.
for the above purpose. Mr. Bruere
While engaged in public account remained in Mexico City until the
ing work during the past twelve latter part of July, 1917, Mr. Lill
years, Mr. Lill’s activities have cov continuing as actual director in full
ered a wide field. He has had charge until June, 1918. Shortly
charge of audits, investigations, and after their arrival, they made a
83

study of the organization of the Who’s
Secretaria de Hacienda, Secretaria
de Industria y Comercio, and sub Who
mitted reports recommending the
establishment of a controller, a Biograph
purchasing agent, civil service, re
organization of the treasury, and ical
the like.
Sketches
Mr. Lill is vastly more than an of Men of
accountant. He is widely read and
widely traveled. He speaks Span Affairs
ish as fluently as he does English.
He is at home with all classes and
conditions of men—the result of his
unusually cosmopolitan life. One of
the reasons for Mr. Lill’s unusual
success as an accountant is the fact
that—as he would himself be the
first to admit—he has always been
a systematic student of the phi
losophy and science of accounts.
Needless to say, he is a great be
liever in the value of study for all
ambitious men and women who wish
to become Accountancy-educated
in the broadest sense of the term.
Mr. Lill’s views upon this impor
tant subject, and upon other mat
ters equally interesting, are set
forth in the letter which follows:
“ Up to 1914 or 1915, when the
commerce of the country was grow
ing rapidly, when foreign competi
tion was negligible because of a
high tariff, and when consumption
was always a little ahead of pro
duction, about one half of our suc
cessful business men were success
ful because they were lucky.
“ With increasing competition at
home and fluctuating labor and ma
terial costs, these lucky fellows
either finally failed or reorganized
their business along modern lines,
except possibly those who had been
successful in securing war con
tracts on a cost-plus basis.
“ Loading the selling price of
goods to cover suspected, but not
known, elements of cost has gen
erally given way to selling-prices
based on known factors. Loose
thinking about business is not yet
over, but is gradually being super
seded by exact knowledge.
“Accounting is one of the ele
ments of business; it is a historical
record of the many-sided activities
of the modern business enterprise.
If the history is properly written,
so as to enable an executive to draw
deductions from, and base future
actions upon, the facts presented, it
is an aid to administration.
“ The ability to read and analyze
intelligently financial statements is
essential to business success. Ten
years ago, this knowledge was
gained only by experience—the
costliest school of all. To-day, the
young man who aims at the higher
rewards of business can secure a
thorough training in the theory of
business, if he desires to.
“ The great number of young men
who have taken these courses dur
ing the past few years, and who are
now taking them, are having a most
beneficial effect upon business ”

Courts
of New
York
State
and the
United
States
By
Alfred F.
Upson,
LL.M.
( Continued
from
April)

T E criminal juris
H
New York, The Municipal Term,
diction of the Su
ace tudent Part I, and the Traffic Court. The
preme Court and
Borough of Brooklyn has ten di
May, 1920
the County Courts
visions of this court, comprising
throughout the state has been the first, fifth, sixth, seventh, eighth, ninth, and
explained in the previous part tenth numbered districts, and the Night Court
of this article. The inferior for Women, Domestic Relations Court, and
criminal jurisdiction, appertain the Municipal Term, Part II. The Borough of
ing to petty crimes and general breach of the the Bronx has five numbered divisions and the
public peace, is cared for generally throughout Municipal Term, Part I. The Borough of
the state by the courts of the Justices of the Queens has four numbered divisions. The
Peace; and in the cities, these courts are some Borough of Richmond has two numbered di
times known as Police Courts, or Magistrates’ visions, and the Night Court for Women, Do
mestic Relations Court, and the Municipal
Courts.
In the county of New York, it has been found Term, Part II.
expedient to establish a court to take care of
The Magistrates’ Courts, which teem with
the punishment for the commission of the human ills and troubles, must necessarily deal
greater crimes, or felonies; this court is called with the great social problems of this city. The
the Court of General Sessions of the Peace. Children’s Courts, which form a part of this
This court sits in the Criminal Courts Building, great system, taken in connection with the Pro
connected by the celebrated “ Bridge of Sighs ” bation Bureau, do much to mold those children,
with the Tombs Prison, on Centre and Lafay suffering from lack of competent, parental care,
ette Streets, in the Borough of Manhattan, city into useful citizens. The Courts of Domestic
of New York. This court has seven judges and Relations, likewise, do much to protect and up
six trial parts, each part being presided over lift the errant husband and careless wife, and
to create livable homes out of disorder, drunken
by a judge sitting with a jury.
In Greater New York, there has been estab ness, and ignorance.
lished for the trial of minor offenses, and of
The judiciary system of the Federal Govern
cases sent from the Magistrates’ Court, a court ment is, of course, one of the three great divi
known as the Court of Special Sessions. This sions of the Government, as defined by the Con
court holds its sessions in the five boroughs of stitution, for it acts as the limiting power upon
Greater New York, usually sitting every week the executive and legislative branches of this
day except Saturday, in the Boroughs of Man Government. Before outlining the general
hattan and Brooklyn, and one day of each week scheme of the Federal Courts, let us glance
in the Boroughs of Queens, Richmond, and the at the two special courts of the United
Bronx. The court has a presiding justice and States—the United States Court of Claims
eleven associate justices.
In the sittings and the United States Court of Customs
of the various courts or parts thereof, three Appeals.
judges compose the court, sitting without a
The United States Court of Claims is estab
lished for the purpose of hearing and determin
jury.
For the purpose of detaining persons pending ing all claims against the United States, and is
investigation as to the commitment of crimes, similar in its powers and jurisdiction to the
for the purpose of hearings for the same pur Court of Claims of the state of New York. Per
pose and determining whether or not sufficient sons may appear in this court without attorneys.
evidence exists to warrant the trial of persons It is composed of a chief justice and four asso
in the Criminal Courts before mentioned, and ciate judges. It meets at Washington, D. C.
for the purpose of punishing the commission There are several Commissioners of the United
of breaches of the peace and the violation of States Court of Claims in the city of New York,
city ordinances, traffic regulations, and the before whom much of the preliminary business
proper regulation of domestic relations, there of this court is transacted.
have been organized and created the Magis
The United States Court of Customs Appeals
trates’ Courts of the city of New York.
was established by Act of Congress, passed in
The five boroughs of the Greater City are August, 1909, and was organized in accordance
divided into districts, each district having a therewith in April, 1910. The jurisdiction of
subdivision of this court. The Borough of Man this court is confined to appeals in customs
hattan has fifteen divisions of this court, com matters concerning the classification of mer
prising the first through the twelfth numbered chandise and the rate of duty imposed thereon,
districts, The Children’s Court of the city of according to such classifications. These appeals
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Courts of
New York
and the
United
States

arise upon decisions made by the
of this court the Second Circuit,
Board of United States General
ace tudent which comprises the states of New
York, Vermont, and Connecticut,
Appraisers. Generally, it is the
May, 1920
Court of Final Appeal, but in cer
we find this court is composed of
tain cases, the decisions of this court may be four judges, namely: Hon. Henry G. Ward, of
reviewed by the Supreme Court of the United New York; Hon. Henry Wade Rogers, of Con
(Continued) States. This court is composed of a presiding necticut; Hon. Charles M. Hough, of New York;
judge and four associate judges. This court and Hon. Martin T. Manton, of New York. This
likewise sits in Washington, and the decisions court meets at the Federal Building, New York
thereof are published by the Treasury Depart City. There is one term a year, beginning on
ment in Treasury Decisions. Litigants must the first Monday in October. It is divided into
monthly sessions, beginning the first Monday
appear by attorney in this court.
The Federal Court of original jurisdiction, in each month, until June; and each session lasts
and corresponding in a general way with the three weeks.
For a large percentage of cases, this is the
jurisdiction of the New York Supreme Court,
is the United States District Court. Its juris court of last resort. Otherwise, the United
diction extends to law and equity, and is both States Supreme Court, which is the highest
civil and criminal. It deals with controversies court of the Federal System, would be unable
between states and with crimes against the to conduct the work that would come before it.
Government.
The Supreme Court of the United States
Each state of the United States is divided meets in Washington, D. C. It holds one term
into districts. The state of New York, for annually, beginning on the first Monday of
example, is divided into four districts—the October. It is composed of the chief justice
Northern District, including the Northern and and eight associate justices.
This court is the guardian and upholder of
Central counties of the state; the Eastern Dis
trict, including the counties of Kings, Queens, our republic. To it, all of the great constitu
Suffolk, Richmond, and Nassau; the Southern tional questions are referred. From its very
District, including the counties of Columbia, beginning, it has maintained the highest stand
Sullivan, Dutchess, Greene, New York, Orange, ard of efficiency and integrity. The justices of
Putnam, Rockland, Ulster, and Westchester; this court have sacrificed their financial inter
and the Western District, including the West ests and their personal ambitions to serve their
ern counties of the state. The court rooms and country; and each and every member of our
clerks’ offices for the Eastern District of New American commonwealth should give to this
York are located in the Federal Building, in court the honor, the respect, the ardent support,
the Borough of Brooklyn, city of New York. to which it is, without question, entitled.
The court rooms and clerks’ offices for the South
HE PACE STUDENT desires to bring to
ern District are located in the Old General Postthe attention of its readers the work of
Office, or Federal Building, near City Hall Park,
the Association of Army and Navy Stores, Inc.
in the Borough of Manhattan, city of New York.
These District Courts administer and enforce The membership of this organization numbers
the National Bankruptcy Act, and no small part over twenty-one thousand officers and men who
of the duties of these courts is the making of are, or who were, in the United States service.
The members of the Association are entitled
citizens under the naturalization laws. These
courts also have jurisdiction over maritime and to membership sayings on their purchases in
admiralty matters. Here, too, the counterfeiter, selected representative stores in every large
the smuggler, and the violator of the pure food city of the United States. Many of the promi
and excise laws are tried. And it is through nent stores of New York City are included in
these courts that various Governmental Depart this list.
ments act.
For information relative to membership, all
To hear and determine appeals from the rul ex-service men may communicate with Mr.
ings and decisions of the United States District Myer, of Pace Institute, or with The Associa
Courts, there has been established the United tion of Army and Navy Stores, Inc., 505 Fifth
States Circuit Court of Appeals. For the con Avenue, New York City.
venience of litigants and for the purpose of pro
Silence may sometimes pass for wisdom, but it is
viding a sufficient number of courts to accom
plish the business necessarily coming before it, oftener the veil of ignorance and stupidity.
the whole of the United States is divided into
Make a fight for your belief or proposition; win or
nine judicial circuits. Taking as a typical unit lose; then quit—don’t hold a grudge.
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Question
and.
Answer
Depart
ment

Q
A

statement that “ common stock
HIS Department
holders
usually have the sole vot
does not publish
tudent
ing power,” and I take it this means
answers to all of
May, 1920
the preferred may, in cases, vote.
the questions re
ceived, but only to those which Will you kindly tell me if this is the situation?
The preferred stockholders in many cases A
we deem to be of general in
terest to our readers. A com enjoy the voting privilege. This is usually pro
munication, in order to receive vided for in the charter or certificate of incor
attention, must contain the name and the ad poration. Such voting power may be given to
the preferred stockholders absolutely or condi
dress of the person asking the question.
tionally, upon the happening of certain events.
A PROMOTER organizes a company and For example, some charters provide that, if
receives as a fee $100,000 in stock. How dividends on preferred stock for given periods
should the issue show on the corporation books? are not paid, the voting power will vest in the
The entry bringing the above transaction on preferred stock. In other cases, it is provided
that failure to pay certain dividends or to attain
the books of the corporation would be:
certain financial standards will result in the pre
ferred stock’s alone exercising the voting power.
ORGANIZATION EXPENSES $xoo,ooo.oo
Of course, if both classes of stock are issued
To CAPITAL STOCK ....................... $100,000.00
together, and nothing is specified in the charter
It may be questioned whether or not the above in respect to voting power, the preferred stock
entry conforms to actual facts. The determina as well as the common stock enjoys the privi
tion of the amount at which organization ex lege. In any given case, it will be necessary to
penses may be capitalized rests in the discre consult the certificate in order to find out
tion of the board of directors, and it would whether or not the preferred stock may vote,
require evidence of fraud or lack of good faith and upon what conditions the privilege depends.
to invalidate their action. Nevertheless, the
item can be examined in the light of surround
UR house has taken over the business of Q
ing circumstances, and taken for what it appears
another concern whose cash transactions
to be worth. It is entirely possible that the item
have given me some trouble. The difficulty has
will prove to have been grossly overcapitalized; to do with cash receipts, for instead of all re
and, in this event, we have a typical case of mittances being in cash, some are in the form
“watered stock.”
of Liberty Bonds, War Savings Stamps, and
other items for which we do not receive imme
N last year’s operations, our house lost diate credit by the bank. How can I handle
$15,000. There was no Surplus Account this matter so that all receipts may be recorded
on the books, and I am in doubt as to whether
at once, and at the same time have provision
the deficit should be shown on the left side of made for recording the bank deposits?
the Balance Sheet or on the right side as a sub
Your difficulty may be solved by the addition A
traction from Capital Stock.. Will you please of a column on the receipt side of the Cashgive me your opinion on the matter?
Book entitled, “ Items in Lieu of Cash.” Such
The deficit from operations should be shown items as are not subject to immediate credit
on the asset side of the Balance Sheet under by the bank, or which would not be deposited
the caption “ Deficit.” Of course, if a Surplus immediately, would be placed in this column.
Account exists, the proper treatment would be When they are credited by the bank or de
to deduct this year’s loss from such surplus. If posited subsequently, they may be transferred
the result were a diminished surplus, the de to the Net Cash column. In the “ Items in
duction could be shown on the right side of the Lieu of Cash” column, a red-ink entry might
Balance Sheet under the caption “ Surplus.” If, be used to indicate the transfer.
however, the result were a deficit, the presenta
tion recommended above would be in order. De
N preparing a Profit and Loss Statement, Q
tails of the deficit or surplus would be shown
where should “ Other Income ” be shown;
either on the Balance Sheet or by means of a
after Gross Trading Profit—that is, an addition
separate schedule.
to it—or after Net Profit? From what I have
observed, there seems to be no general rule in
HAVE always understood that the common the matter.
If by “Other Income,” you mean ordinary A
stockholders of a corporation enjoyed the
sole privilege of voting; but I recently saw the profit and loss credits, they may be placed after
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Question Gross Trading Profit, or after Net
A certain machine was thor A
oughly
repaired at a cost equaling
and Trading Profit. If the term has
tudent
three
fourths
of the original pur
Answer reference to some unusual source
May, 1920
chase price. The machine has been
Depart of income, then it should be added
ment after operating profits have been determined. in use for the past eight years, and depreciation
Many accountants prefer to show “ Other In at the rate of 10 per cent. per annum has been
(Continued) come,” whatever be its nature, after deduction written off, and a corresponding Reserve Ac
count set up. A’s contention is that the repairs
of expenses.
should be charged to the Reserve for Deprecia
HE firm with whom I am now working will tion Account. B maintains that since the ma
Q
shortly become incorporated. In a recent chine could not be purchased to-day at original
cost plus expense of repairs, such repairs should
conversation, one of the partners told me that
the authorization would be 100,000 shares of no be charged to machinery.
Under the conditions which you have de
par value. Of this amount, 65,000 shares would
scribed,
repairs on machinery should be charged
be issued for the net assets of the partnership,
to
the
reserve.
This is the position taken by
valued at $600,000, and the remaining shares
would be issued from time to time, later on. I American practitioners and writers, who, almost
am puzzled as to the manner in which I shall without exception, are opposed to capitalizing
record transactions involving capital stock with any expenditures which merely keep the ma
no par value. Will you please outline the pro chine in repair and accomplish neither increase
in earnings nor savings in expense. Your point,
cedure for me?
The principles governing the recording of therefore, is well taken.
A
capital stock transactions remain the same,
ILL you please tell me what is meant Q
W
whether or not capital stock carries with it a
by the “ Gross Profit Test? ”
par or nominal value. If a par value is specified,
A Gross Profit Test is a test applied in an A
the stock can not, in most jurisdictions, be
legally issued for less than such par value. But effort to determine possible inaccuracies in mer
if the stock has no par value, it may be sold for chandise inventories. Suppose, for instance,
whatever it will bring. For the original issue— the net sales of a concern amounted, in 1918,
that is, for the taking over of the assets of the to $320,000, and the costs of such sales were
$260,000. The Gross Profit would be $60,000,
partnership—the entry would be—
or 18.8 per cent. Now, suppose that at the clos
ASSETS AND LIABILITIES.... $600,000
ing of the books, in 1919, we have given us the
To CAPITAL STOCK.................................. $600,000
following data:

pace S
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Suppose, now, 10,000 shares were sold later
on at 95, the entry would be—

Net Sales .........................................................
Opening Inventory ........................................
Purchases (net) ..............................................
Closing Inventory ..........................................

CASH (OR OTHER ASSETS)...... $95,000
To CAPITAL STOCK................................. $95,000

From these figures, we would arrive at a
gross profit of $90,000, or about 23.1 per cent.
If this increase in percentage of gross profits
of 4.3 per cent. can be explained by business
conditions, then the probable accuracy of the
inventory has been established by the test. But
had there been reported a closing inventory of
$50,000, a trading loss of $10,000, or 2.5 per cent.,
would result. The change of 21.3 per cent.
would suggest that something was wrong, and if
unexplained by the increased costs of material,
labor, etc., the conclusion might be drawn that
the closing inventory figure was actually wrong.

Again, suppose a further issue of a thousand
shares at 80, the entry would be—
CASH (OR OTHER ASSETS).... $80,000
To CAPITAL STOCK................................ $80,000

In other words, the general practice is to
credit Capital Stock for whatever amount it
brings in a given sale.
On the Balance Sheet, it is desirable that the
number of shares outstanding be shown in addi
tion to the money amount of the capital stock.
In our case we would show—

There may be a lot of mute, inglorious Miltons in
the world. The trouble with them is that humanity
is too busy to turn the spot light in their direction.

CAPITAL STOCK (85,000 shares)................ $775,000

Q

T

$390,000
50,000
400,000
150,000

HE following dispute having arisen in our
office, I should appreciate a ruling from
you through your valued magazine:

The visible structures of to-morrow are based on
the invisible visions of to-day.
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Editorial

WEK-TO-WEEK, month-toE
month, or year-by-year—which
is the basic unit of your busi
ness life and your home life?
If you live according to the
week-to-week plan, you are
really living a hand-to-mouth
kind of life in all respects; and
the month-to-month plan isn’t
Year-by- much better, for you haven’t time enough to
Year realize even the most modest goals of achieve
Planning ment as to business advancement, control of
your personal finances, and cultural develop
ment. The tendency of most of us is to in
terpret everything we see, everything we read,
everything we hear, everything we think of,
in terms of the passing moment; and the passingmoment standard of appraisement magnifies the
little things of life, makes mountains out of
mole-hills, and leads to cynicism, discourage
ment, and a feeling that nothing counts, be
cause luck and chance rule the world.
Plan on the year-by-year basis. Accumulate
your savings in year-by-year totals. Appraise
your vocational development in year-by-year
spans. Set your objectives—business, profes
sional, and personal—in terms of year-by-year
periods. You will thus gain perspective and
come to discern the relation between vision and
the realization of vision. You will see that
there is much more justice in the world than
injustice; that merit wins out far oftener than
does pull or luck; that increased usefulness,
which must always precede increased earning
power, needs considerable time for establish
ment. Moreover, you will develop in stability
of view-point, in satisfaction with things as
they are, in initiative, and in ambition. Become
a' year-by-year thinker, planner, and doer.

The* "THE old man!”—I mean the owner of the
business. How these words used to strike
Passing
fear
into
the hearts of business employees, what
of “The
ever
their
positions, a half-generation and even
Old Man ”
a decade or two ago! It was what “ the old
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man thinks,” “ the old man says,” “ the old man Reprinted
expects,” that mapped out policies, controlled by
management, and galvanized action. His word Request
was law; he asked no advice and he expected
none.
If “ the old man ” made mistakes in judgment
—as he sometimes did, being only human—he
took the consequences and stood the loss with
out flinching. If his plans worked out without
mishap, the profits were his, and he pocketed
them as his just due. His was a one-man busi
ness, held together and developed by a one-man
brain and a one-man personality.
But time has passed, and so, broadly speak
ing, has “ the old man.” Modern Business has
outgrown him, superman though he was in many
instances. In his stead has come the corpora
tion with its scientific organization and allot
ment of individual duties. The “ old-man’s ”
method of supervision, irregular and impulsive,
has given way to efficient departmental control.
Definite standards of accomplishment have been
set up, and the elimination of waste effort has
been secured.
Instead of one brain to originate, execute, and
finance, there are now many brains, each sup
plementing the rest, with the profit object of
the business as a whole the goal of common
endeavor. The possible disability and the
eventual death of any member of the organiza
tion—even of the president—have lost their ter
rors, for to-day the personality of the concern
itself, after it has passed through the promotion
stage, is infinitely larger than the personality
of any one person connected with it. Modern
Business is governed not by persons, but by
policies and principles.
“ The old man ” had no intimates in his single
proprietorship, no close associates, and almost
no assistants; he had only men that worked for
him—a big difference. There was little co
operation among his underlings, certainly none
of spirit. Advancement depended not only on
service rendered, but on accident—on “the old
man’s” whim, his temper, and his digestion
even. “The old man” stood for business
despotism, sometimes benevolent, it is true, but
despotism none the less.
To-day, every corporation realizes the value
of the human equation throughout its staff ; and
it is on the steady lookout, both within and
without the organization, for men already devel
oped or capable of development, men with both
technical knowledge of the Science of Business
and perspective and reasoning power—ambitious
men. Brain power is at a premium, and the
supply of it is far below the demand. The mod
ern corporation stands for business democracy
with equality of opportunity. Yet we some
times say that the day of “ the old man ” was the
day of business opportunity for you and for
me. What nonsense! That day is to-day!
Understanding the other fellow generally means
liking him.

Serial
Bonds

By
Edward S.
Thomas,
C.P.A.

T is a matter of re
equal to the sum of a series of 20
gret to the writer
ace tudent annuities of $1 at 5 per cent., or
that circumstances
20 less 12.4622103, divided by .05.
May, 1920
occasioned a break
Therefore, the payments of interest
in the continuity
are worth $45,226.74, which, added
of this series of articles, as he to the value of the payments on the principal,
feels that students would have gives $107,537.79 as the value of the bonds.
taken more interest in what fol
But it is not necessary to compute separately
lows, with the consequent result the value of the payments on the principal and
of greater benefit to themselves, had the matter the payments of interest. It will suffice to com
been presented immediately after the fourth pute the value of a variable annuity equal to
article, which appeared in the October number. the difference of interest. In the assumed case,
In explaining Table 3 (present value of an the interest difference for the first year is
annuity of $1), a method was given for the $6,000, less $5,000, or $1,000. The annual de
determination of the sum of a series of present crease in the interest difference is $1,000/20, or
worths of annuities, and it was stated that the $50. It was shown in the illustration of the
value of this information would be shown later. first method that the sum of a series of an
It is the present intention to apply the imparted annuity of $1 for 20 years equals $150.75579, and
knowledge to the evaluation of serial bonds, that this is the same as a payment of $20 for
especially such as may be redeemable by equal the first year, and decreasing by one each year.
annual payments on the principal. The pay Therefore, an annuity of $1,000 for the first year
ments of interest on such bonds may be re is worth 50 times as much, or $7,537.79, which
garded as a variable annuity, the first payment is the amount of the premium on the bonds. If
being equal to the interest on the principal for the bond rate is greater than the investment
one year; and the common difference between rate, the bonds are at a premium; but if the
any two payments being equal to the interest on investment rate is the greater, the bonds are at
a discount.
the yearly payment on the principal.
There is a third method which is essentially
For the benefit of those who may not have
seen the previous article, it is again stated that the same as the first method, the difference
the sum of a series of annuities of $1 is equal being in the manner of expression. The first
to the number of years, less the present worth method was given because it admitted more
of an annuity of $1 for the same number of readily of proof, especially to those whose
years, divided by the rate of interest per annum. knowledge of algebra is limited. Consider the
This is the same as the present worth of a series annual payment on the principal as a constant
of payments commencing with an amount equal annuity, multiply this by the value of an annuity
to the number of years and decreasing $1 each of $1 for the given time and rate, and deduct the
year. Thus, the sum of a series of annuities of product from the amount of the principal;
$1 each, from one to five years inclusive, at 4 multiply the result by the bond rate and divide
per cent. per annum, is equal to 5 less 4.45182, by the investment rate. This will give the value
divided by .04, or 13.704. This statement can be of the several payments of interest on the
proven by simply adding the first five items of bonds, to which must be added the value of
a table showing the values of an annuity of $1 the several payments on the principal. Tak
at 4 per cent. To prove that this is also equal ing the example heretofore used in illustration,
to a series of payments commencing with $5 we have: 12.4622103 multiplied by 5,000 equals
and decreasing by $1 each year, turn to Table 62,311.05, which, deducted from 100,000, gives
2, 4 per cent. column, and multiply the first 37,688.95; and the latter, multiplied by 6 and
item by 5, the second by 4, the third by 3, the divided by 5, amounts to $45,226.74 which is
fourth by 2, and the fifth by 1; these several the value of the interest payments. Adding
products will be found to equal 13.704, as before, the value of the payments on the principal—
due allowance being made for the rounding-off $62,311.05, we have $107,537.79 as the value of
the bonds.
of the last decimal figure.
The foregoing rules apply in cases where
Let us assume an issue of $100,000 6 per cent.
bonds, annual interest, payable in instalments of the payments on the principal and for the in
$5,000 at the end of each year for twenty years, terest are made annually, and where the invest
and determine the value of such bonds on a ment is on an annual basis. But it is more
basis of 5 per cent. per annum. The present commonly the case that the interest on the
value of an annuity of $1 for 20 years, at 5 bonds is payable half-yearly, while the pay
per cent., is $12.4622103; hence, an annuity of ments on the principal are payable annually,
$5,000 for the same time and rate is worth and the investment is on a half-yearly basis.
$62,311.05, which is the value of the several pay The only change necessary in the rule is that
ments on the principal. The value of the sev the value of an annuity of $1 must be taken at
eral payments of interest is equal to the amount the half-yearly investment rate. This is done
of the first payment—$6,000, divided by 20 and by taking the value of the annuity for twice the
multiplied by 150.75579, the latter amount being number of years at half the nominal rate per
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Accounts Receivable Account in
annum, and dividing this by 2 plus
the half-yearly rate.
ace tudent the General Ledger represents the
open accounts in the wholesale and
Using the previous example, we
May, 1920
retail Ledgers, and must agree with
have: present value of an annuity
of $1 for 40 years, at 2.5 per cent.,
the trial balance of these Ledgers.
is $25.10277505, which divided by 2.025, gives
Returning to our wholesale and retail sales
$12.396432 as the value of an annuity of $1 bills, we find that they have been turned over
payable yearly for 20 years at a half-yearly to a bookkeeper who has made a direct charge
rate of 2.5 per cent. Multiplying the value of to the account of the purchaser in the whole
an annuity of $1 by 5,000, we obtain $61,982.16, sale or retail Ledger, as the case may be, thereby
which is the value of the payments on the saving the labor of entering each individual bill
principal. Deducting the latter amount from in a sales Journal, and posting from there to
$100,000, we get $38,017.84, which, multiplied the proper account in the Ledgers. We also
by 6 and divided by 5, gives $45,621.41 as the find that he has a method of proving his work.
value of the payments of interest. The sum This consists of a statement, a copy of which
of these two amounts is $107,603.57, which is the is shown that we may more clearly understand
its use.
value of the bonds.
There are other forms of serial bonds, the
CUSTOMERS' WHOLESALE LEDGER
evaluation of which would require a slight
Total Credits
modification of the rules, but it is not thought 1919
Total Debits
Cash Ret. & allow. Balance
worth while to enlarge on the subject.
April 1... $1,876.42 $1,248.63
..........

P

Account
ing
Proced
ure
By A.E.
Clark,
Student
of Pace
Institute

S

“
“

S there a proper internal check on
our accounting records? Are we
safeguarded against clerical errors
and errors of principle? These are
the vital questions which are being
continually asked by the officers of many of our
commercial enterprises. They see the value of
protection. The questions can be simply an
swered and clearly explained by a chart of their
accounting system as shown in the accompany
ing diagram.
This diagram represents a commercial manu
facturing institution which distributes its
products through four mediums; namely, whole
sale, retail, mail-order, and cash sales.
All merchandise leaving the stockroom on
orders or requisitions is rung up in the cashregister, and represents our total sales for the
day. This total, as by the reading of the cashregister at the end of the day, is entered in a
columnarized Cash-register Control Book. Now
in the cash-register drawer is a sum of money
representing receipts from cash sales and pre
paid mail-orders; this sum agrees with the
charge in the cash-register book. Therefore,
we can enter this as a total in the cash-book,
thereby saving the posting of numerous closed
transactions. The wholesale and retail receipts
are recorded in the cash-book, as the checks or
money is received.
Going back to our Cash-Register Control
Book, we have our total sales, which are jour
nalized in a monthly summary closing entry as
a charge to Accounts Receivable and a credit
to Sales.
From our total cash receipts in the Cash-book,
we pass a Journal entry at the end of the month,
charging our Ledger Cash Account and credit
ing Accounts Receivable. From our returns
and allowances we have a summary closing en
try, which is a charge to Sales and a credit to
Accounts Receivable. Now the balance of the

2...
30...

1,566.37
1,744.33

1,682.40
1,621.10

$25.60
4.00

$5,187.12 $4,552.13

$29.60

$605.39

Upon investigation, we find that after enter
ing up each day’s sales bills he adds them on
the adding machine and enters the total—
$1,744.33, which he has just charged to cus
tomers in the Ledger. His credits, coming
from cash on April 30th, are $1,621.10, and
returns and allowances amount to $4, leaving
a monthly balance of $605.39, which checks up
with his trial balance of the Wholesale Ledger.
He also has the same system for his Retail
Ledger. This statement which he has does not
appear on the accounting records, as it is merely
a control sheet in the Ledger, and must agree
with the Accounts Receivable Account in the
General Ledger. If it does not, then some error
has been made, and he has recourse to the Cashregister Control Book to check back his work
to find where the error was made.
The procedure in relation to purchases is
more easily explained. The Purchase Ledger
is a columnarized book into which are entered
merchandise purchases and sundry expenses,
each bill being posted to the Accounts Payable
Ledger. The summary entry at the close of the
month charges Merchandise Purchases and Ex
pense accounts and credits Accounts Payable
in the General Ledger.
Our charges to Accounts Payable coming
from the Cash-book and purchase returns and
allowance gives us a balance to our Accounts
Payable Account in the General Ledger which
agrees with the trial balance of the Accounts
Payable Ledger.
Other similar charts may be made up of the
executive control, cost systems, and routing of
materials in process, and are a valuable asset
to the management, not only as a reference, but
as a means of keeping in touch with the details
of the organization.
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CHART OF AN ACCOUNTING SYSTEM
ORDERS

CASH REGISTER
CONTROL BOOK
CASH

MAIL

SALES

ORDERS

WHOLESALE

CASH BOOK RECEIPTS
DR.
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CR.

CASH
SALES

MAIL
ORDERS
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RETAIL
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DR.
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LEDGER

SALES

PURCHASES
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LEDGER
PAYABLE

ACCOUNTS

— MONTHLY SUMMARY ENTRIES
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Clark.

R. E. P. ADAMS,
a recent graduate
of Pace Institute,
Washington, wrote
a thesis, as a pre
requisite for grad
uation, which, in
the opinion of the
Thesis
executives and
By E. P.
faculty, was so
Adams, notably good that it will be printed
instalments in The Pace Student.
Graduate, in
The first instalment follows:
Pace “Accountancy is the science of
Institute, business.” This definition is not
Washing questioned at the present time.
However, it is only of recent years
ton that it has been accepted unre
servedly. The acceptance of this
true definition has been brought
about only through the untiring
efforts of its students and prac
titioners in the field of actual busi
ness operation, and through educa
tional channels.
The most serious obstacles to
overcome, it is strange to note, have
been the jealousies of the various
units of the business organization.
There were, first, the proprietors
themselves, who had built up their
organizations through personality,
and in a majority of cases had car
ried every detail on their own
shoulders.
These business men
looked with great reluctance and
trepidation upon any division of re
sponsibility, or delegation to sub
ordinates of the smallest detail of
administration. Keen competition
in the commercial field of recent
years and the resultant expansion
of business enterprises have gradu
ally forced these proprietors to
recognize the necessity of the re
organization of their businesses
and the fitness of the Accountant
to plan and put into effect efficient
business procedures.
With the awakening of the pro
prietors, however, the battle, in
reality, had just begun—there was
always the “ right-hand man ” to be
considered. This man was to be
encountered in practically every
organization; he could see in the
new order of things only the pass
ing of his “ grip ” on the pro
prietor and the resultant personal
materialistic loss in his future. It
was on this rock that the well-laid
plans of the accountant, in many
cases, were wrecked and the
“theorist’s” work branded a fail
ure, leaving a very hard road for
the more politic practitioner who
ultimately must follow.
There were yet to be contended
with the smaller cogs in the wheel,
such as salesmen, superintendents
(if a factory), and down to the

The
Science
of Ac
counting

Pace Student
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smallest individual contributor to
the operating result. Here the
practitioner, through his wide
knowledge of human nature and the
analytical development
secured
through his training and experience,
obtained the cooperation necessary
to the successful operation of his
machine.
With the recognition won through
the practical results inuring to the
commercial business organizations
from the application of the prin
ciples of Accountancy, it was only
to be expected that the influence of
the proprietors, who to such a large
extent contribute to, and direct, our
public business, would make the at
tainment of recognition in public
business administration compara
tively easy. Here, however, were
encountered the entrenched forces
of political preferment. The prin
ciples laid down by one of our
greatest of men, “ Government of
the people, by the people, and for
the people,” had been accepted only
in part—“ Government of the peo
ple.”
The application of the principles
of Accountancy would unquestion
ably force the acceptance by these
officials of the “lost” phrases, and
this catastrophe must be avoided at
all hazards. Here, again, the fun
damental qualifications — integrity,
tact, and judgment of human na
ture—of the Accountant were taxed
to the utmost. However, backed
by the material support of the men
of the commercial world and by
public sentiment, the decisive battle
was won, and the rehabilitation is
fast being carried forward.
Thus, briefly, has the accountant
earned and established for the
Science of Business, and for him
self as the practitioner of the
science, a place in the sun along
with medicine, law, and engineering.
The 1920 student of Accountancy
can thus readily realize his obliga
tion to those who, through devotion
to their science and to the welfare
of business, have won recognition
for the profession, and established
ethical standards therefor.
With the general view of the
science of Accountancy, as set forth
in our introduction, let us consider
in more detail the subject, in the
following divisions:
(I) History and Development.
(II) Fundamental branches.
(III) Practice.
(IV) Professional Ethics.
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I.Accountancy is, in years, among
the oldest of the sciences.
Procedures for recording finan
cial transactions were followed in
Babylon, in 2500 B. C., the records
of such transactions being made on
tablets of clay.
In ancient Greece, accounts of
public officers were kept during the
days of Julius Caesar on papyrus.
In the early Roman days, we find
a system of individual accounts for
the heads of families, and later a
system of state accounting adapted
after the individual system. Later,
in 1495, a complete treatise on book
keeping was published in Venice,
by Friar Luca dal Borgo.
Early in the twelfth century, we
find in England a system of state
accounting, known as the “ Tally
System,” in use. This system seems
to be the first practical application
of the principles of double-entry
bookkeeping. The exchequer kept
the accounts of the Crown, and each
sheriff, an officer charged with the
collection of the revenues, was re
quired to appear twice a year and
render an account and turn over the
Crown’s part of the revenues col
lected. As a receipt, the sheriff
received a tally made of wood and
showing, by notches cut to repre
sent payments, a complete state
ment. This tally was then cut into
two parts, each part showing the
same amount, one half remaining
with the sheriff and the other with
the exchequer. The production of
the half tally matching the other
half in the possession of the ex
chequer was evidence of the pay
ment, the turning over of the bal
ance on hand by the sheriff, and
the closing of the account.
In the fifteenth century, the first
books on accounting in the English
language were published, setting
forth the recognized procedures for
recording financial transactions; in
1635, the most complete book up
to this time on the subject was
published, in London, by “ Richard
Daffrone, Accountant.” This book
was titled, “The Merchant’s Mir
rour, or Directions for the Proper
Handling and Keeping of His Ac
counts, Completed by the Way of
Debtor and Creditor.” This seems
to be the first public use of the
title “Accountant.” However, by
the year 1799, we find eleven indi
viduals and firms shown in the Di
rectory of London as “Account
ants”; and by the year 1824, the
number had increased to seventythree.
It is not, however, until early in
the eighteenth century that mention
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is made of a professional audit of
accounts. The services of a prac
ticing accountant in the city of
London were obtained during the
investigation of the transactions of
the directors of the South Sea Com
pany, who had been trading in the
company’s stock. During the in
vestigation, the accountant made an
examination of the accounts of at
least two different firms, and his
official report was entitled, “ Ob
servations Made Upon Examining
the Books of Sawbridge and Com
pany, by Charles Snell, Writer,
Master, and Accountant, in Foster
Lane, London.”
The Companies Acts, passed by
Parliament during the period 1831
to 1900, gave the first legal recogni
tion to the accountant and auditor.
These Acts specifically provided for
the appointment of auditors by lim
ited companies in all cases, and fur
ther provided for their remunera
tion and, to a limited extent, defined
their rights and duties. Thus, we
see the gradual recognition of the
importance of the principles of the
science of business as practiced and
fostered by practitioners of the
science of Accountancy.
In the beginning of the nine
teenth century, with the advent of
the steam engine and water-power,
and the resultant increase in manu
facturing and general commercial
transactions, the services of the
accountant became recognized as of
great value, and men of the highest
type were attracted to the pro
fession. The formation of large
corporations and companies created
a demand for accountants to de
vise systems of accounts and meth
ods of control, and to enable the
results of the various transactions
carried on to be ascertained with
the least waste of power and chance
of loss by mismanagement or fraud.
The enactment of Income-Tax
legislation, early in the twentieth
century, recognizing the fundamen
tal principles of Accountancy se
cured for the profession recognition
from sources which had, up to that
time, failed to appreciate the efforts
of the accountant in his endeavor
to bring about the adoption of
scientific management in business.
Particularly, the Income-Tax Laws
of 1917 and 1919 of the United
States make it incumbent upon in
dividuals, firms, and corporations
alike, to follow these principles in
order to be in a position to furnish
the information required in their
Income-Tax returns under these
laws.
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“ business ” is often erroneously re
stricted to the operation of com
mercial enterprises; but, in its true
sense, business includes, not only
the operation of enterprises for the
purpose of commerce, but all effort
directed for the benefit of the pub
lic at large, such as government—
for the benefit of a limited number
of people, such as for benevolent,
charitable, or religious purposes
(societies, churches, hospitals, etc.),
and for the benefit of proprietorship
interests for purposes of monetary
gain.
Covering as it does the widest
field of human endeavor, the Science
of Accountancy is divided into the
following branches: (a) Organiza
tion; (b) Management; (c) Ac
counting; (d) Bookkeeping; (e)
Auditing.
These branches will now be con
sidered in the order named:
(a) Organization is the proper
arrangement of parts, each having
specific functions to perform, in
such manner that their logical, har
monious, and efficient direction is
made possible for the attainment of
the greatest good for the constitu
ent members of the whole. And, as
applied to commercial business, or
ganization has been defined as
“ That directive plan or outline of
procedure by which the ultimate
objects of the structure—return in
value that exceeds all expenditures
and leaves a satisfactory increment
in consideration of the capital and
effort employed—is attained.”
It logically follows that such a
coordination of functional elements
can be effected only by the applica
tion of the principle of analysis.
This principle must first be applied
to the results sought to be accom
plished; secondly, to the relation
ship existing between the elements;
and, thirdly, to the natural and least
conflicting combination of such
elements to secure a perfect work
ing unit.
The principle of analysis is one
of the fundamentals of the Science
of Accountancy, and the application
thereof to the business structure
is one of the principal bases in the
development of the business scien
tist. Business organizations may be
planned, it is true, by others than
accountants, but the logical busi
ness organization can be perfected
only on the basis of information
Accountancy, as we have seen, is compiled and presented by the prac
the Science of Business. The term titioner of Business Science. We
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then have a situation as logical as
the replacement of an architect who
has outlined the foundation plans
of a fifty-story building by a
preacher to complete the former’s
plans and supervise the construc
tion.
(b) Management is the art of
conducting an organized body with
a given purpose in view for the
accomplishment of some predeter
mined end; and business manage
ment is “ The art of directing a
business organization to secure
definite business results.”
We find, therefore, that business
management is an “art” by which
the organization, already outlined,
is directed in such manner as to
best secure the desired results. We
logically arrive then at the con
clusion that this directive force
must follow the plans as drawn by
the accountant; and the artisans,
naturally, must be familiar with the
objects sought and the principles,
at least, involved in the construc
tive development of the organiza
tion. Without such knowledge on
the part of the management, we
are confronted with the condition
of a layman operating a delicate
piece of machinery with no concep
tion of the natural points of wear,
and unable to recognize evidences
of weakness therein in time to pre
vent an actual breakdown, or able
to detect a slowing up in the
efficiency of its operation.
(c) Accounting is that branch of
Business Science which supplies a
systematic procedure for making
value measures, such as money,
and quantity measures effective in
conveyance to the human mind of
an understanding of processes and
operations upon values and material
things. Or, accounting supplies a
language in which financial trans
actions and their effects may be
recorded and stated; and it is a
necessary adjunct to all organized
effort involving the acquisition,
production, conservation, and trans
fer of values. Accounting, there
fore, shows (1) reasonable return,
and (2) actual return.
The organizer, in his plans, there
fore secures through accounting the
elements of the result to be planned
for and their relation.
The management must secure
from accounting the actual results
obtained, and the elements thereof,
as a check on efficiency standard as
shown by the organization.
Therefore, the application of the
principles of accounting provides
the procedures for collecting in
formation as to the results secured,
and the records for properly record
ing the information secured, and
[Forward to page 96
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NY attempt to de
fine the functions
of the office man
ager or to de
scribe his meth
ods is certain to
be disappointing,
because of its
lack of definite
ness and the
numerous inconsistencies and con
flicting theories revealed by current
practice.
The man promoted to a position
of office manager, whether he has
been a worker or a supervisor with
authority over a few men, who
thinks his previous experience is
all that is necessary to fit him thor
oughly for the position is like the
college graduate who thinks that his
college course has fitted him for any
position in life. The knowledge
and training of his previous duties
is of great advantage to him, pro
vided he will forget for a time his
past position, or, at least, not con
sider it as a special qualification.
He will find himself, for the first
time, at the receiving end of a long
line of responsibilities that were,
perhaps, easily assumed by his
predecessor; and his aptitude for
this duty, his experience in, and
acquaintance with, its requirements,
together with his inherent capabil
ities, will determine his success as
an executive sooner or later.
We are all well agreed that the
efficient manager needs much first
hand knowledge of the task for
which he is to secure workers. Fa
miliarity with the technical require
ments is vitally essential in order
that the delegation of responsibility
to others for the placing, training,
transferring, or discharging of a
coworker may be unnecessary.
He should be interested in his
force as individuals, sympathetic
with their ambitions and their pos
sibilities, tactful in drawing em
ployees out without arousing sus
picion, sound but magnanimous in
his judgment, quick to avoid any
appearance of favoritism, openminded to untried methods either
Idealistic or practical, ready to en
courage initiative, and energetic in
making the machinery move rather
than willing to sit back and watch
it move.
He should be able to recognize
his own strength and weaknesses;
and he should possess a deep under
standing of human character which
will permit him to weld an organ
ization into a stable, harmonious
entity.
The personality of an applicant
for a position is a very important
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factor, but one particularly difficult
to reduce to quantitative determi
nations ; and the adequacy or inade
quacy of the tests applied is best
ascertained by a comparison of
them with the later history of the
individual as an employee. Thus
an opportunity is afforded to elim
inate the unsuccessful factors from
the tests and strengthen the suc
cessful ones.
Using the application blank as a
means of disposing of undesirable
applicants should never be coun
tenanced. It is manifestly unfair
to the applicant who may wait in
definitely for an opening. A frank
statement of the reasons for rejec
tion will more often help a man,
and certainly does not, in the ma
jority of cases, compromise the
management.
In a large organization, it is pos
sible to secure many desirable ap
plicants, if the employment needs
are brought to the attention of sat
isfied employees. They will hesi
tate to recommend any one that is
unfit for the vacant position. The
employment of a relative or friend
of one’s own or of a superior officer
requires the most careful consid
eration of an office manager, since
persons thus selected invariably ex
pect favors that must be denied if
embarrassment is to be avoided.
When the applicant is employed,
the nature and the requirements of
the position he is about to fill should
be clearly outlined. Exact informa
tion should be given regarding
office hours, salary, time of pay
ment, possibilities of advancements,
lunch hours, relief periods, vacation
periods, and welfare plans.
Doubts and fears are disintegrat
ing elements which break up the
straight line of thought, rendering
it ineffectual and useless. It is
therefore essential that a new em
ployee be made to feel at home
among his coworkers as soon as
possible. There are firms that
maintain a special department for
training new employees, and such
systems of training offer many ad
vantages. The average firm, how
ever, depends upon the fellowworker to give the employee the
greater part of his knowledge of
the work to which he is assigned.
It is pleasing to human vanity to
believe that one is responsible in
part for the success of his employer,
or the reputation of his superior
for efficiency in the department; so
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it is well to delegate such tasks to
the new employee as he can per
form unaided as soon as his knowl
edge of the work permits; and he
should be encouraged to undertake
the work of a more experienced
clerk during the latter’s absence.
The practice of weekly meetings
to discuss problems of the organ
ization is an excellent one, provided
all can be induced to participate
in the discussions. The meetings
fail in their object, if one or two
of those present do all the talking.
Nothing more clearly indicates
progress than the practical sugges
tions offered; and the suggestions
are generally the basis of discussion
at the meetings above mentioned.
With or without a centralized
employment department, some ade
quate record of the employee’s effi
ciency rating should be maintained,
in order that, when circumstances
will permit, vacancies may be filled
by promotion. The record of the
individual should contain informa
tion covering attendance, adapta
bility to work, accuracy, originality,
and quality of work. Such a record
does not solve the employment
problem, but it does provide a his
tory of the employee which permits
of his classification when neces
sary, and affords an opportunity for
comparison with initial tests of his
capabilities.
The development of better man
agement with respect both to per
sonnel and methods is commend
able; but since every man has for
his goal that high level of inde
pendence, responsibility, opportun
ity, and remuneration for which his
best self longs, and to which his
capacity entitles him, he should
utilize every available resource in
improving himself. The man who
has made any progress in business
has, of course, been making some
observations in that direction for
himself. He must, as an office man
ager, study systematically, and learn
to apply the scientific principles of
psychology, economics, and business
administration.
The manager who defers self-de
velopment until a higher executive
position has been attained by his
own act will not often realize his
inherent impulse toward high
achievement.
The methods em
ployed are open to choice, but the
principle is preparedness.
It is evident to those with little
knowledge of the subject that the
cost of unstable employment is ex
ceedingly large, and of such vital
importance as to demand careful
attention because of its social and
economic aspects.

In almost every position of this
kind, knowledge of statistics is a
requisite, and, if properly pursued,
accounting and business administra
tion courses should keep him from
adhering to generalities or theories
that have no place, and will not be
tolerated, in a progressive organ
ization. In fact, a knowledge of
accounting is the best possible sub
stitute for a college education for
the prospective executive. This is
particularly true just at this time
by reason of legislative advice to
capital which necessitates drastic
changes in business methods, from
an accounting point of view, to con
form with requirements of state
and Federal commissions. These
readjustments present unlimited op
portunities for executives with ana
lytically trained minds, and men in
that class are commanding and re
ceiving greater remuneration for
their services than are some of the
most skilled engineers.
The success of the office manager
will be measured, as an executive,
by his ability to inspire his sub
ordinates to accomplish the desired
results, and the first problem is the
selection of personnel.
Because of the rapid development
and changing ideals of men em
ployed in managerial positions, it is
not possible to outline, except in
a very general way, any statement
of fixed principles and policies; but
the activities of many progressive
firms, and of the U. S. Army, if
summarized, would suggest many
possibilities and point out avenues
of advancement. It is doubtful,
however, if such a summary would
be of any appreciable value to the
manager filling the first vacancy in
his department.
None of the efforts to develop
systematic methods for judging the
fitness of individuals have resulted
in the formation of a method of an
alyzing aptitudes that will stand
scientific tests, or that can be effec
tively practiced by others. Conse
quently, the majority of firms de
pend, or at least convey that im
pression, on self-analysis of the ap
plicant, which is usually accom
plished by the application blank,
on which questions appear as to
age, education, religion, former em
ployers, with salary rating, reasons
for leaving previous positions, con
tributions to family support, and
references.
The information with respect to
past employment is important as a
record of experience and earnings,
and is also an indication as to
whether or not the applicant is a
floater. The matter of wage con-
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tribution is also important, for the
applicant whose contribution is a
family necessity will develop an
early interest in his or her work,
whereas the self-supporter will
often develop indifference as to the
permanency of employment.
The expense of securing and
training new employees has resulted
in a radical departure from pre-war
policies by many progressive firms,
with a view to having its employ
ees measure the value of their jobs
by factors other than the weekly or
monthly pay envelope. When the
organization problems which the
war thrust upon us, and the greater
demands yet to come, are consid
ered, the conclusion to which we
are forced by the power of such
lessons becomes irresistible.
In applying the methods, one of
which may be profit-sharing, to pro
duce greater cooperation between
employer and employee, no serious
change need take place in the
things we have and value. No real
equity need be disturbed—initiative
and individual ambition must re
main and develop; the distinction
between the working values of dif
ferent individuals must be recog
nized; the place of the individual,
from a productive point of view,
must not be disturbed; but there
must be created and added to these
a new spirit which will bring men
and management together in a new
relation, and which will give ex
pression to possibilities inherent in
the individuals which have not been
properly fostered in the past.

the results of all written examina
tions. The complete list of appli
cants of the Institute who will
be recommended by the Board of
Examiners will appear in the next
bulletin. State boards of Account
ancy are now being notified of the
results of examinations, and all
should receive their returns within
the next few days.
“ The results of examinations
were disappointing, because there
was so high a percentage of com
plete failure. There has been no
criticism of the examination ques
tions on the score of difficulty, and
only very slight objection on the
score of insufficient time for the
work to be done in each examina
tion. Of course, there are always
a few protests by persons who are
exceptionally slow in answering
questions, but taken as a whole, the
examination seems to have been
regarded as quite fair and the time
for answering sufficient.
“ It is interesting to note that
nearly all the candidates who were
unable to finish their work fell into
the unfortunate error of preparing
schedules and statements for which
there was absolutely no necessity.
“ In the first problem in Part I
of accounting, many of the candi
dates prepared trial balances which
were not needed, thereby wasting
perhaps an hour or an hour and a
half of a four-hour session.
“The principal cause of failure
was, as usual, the lack of knowl
edge of practical accounting. The
auditing papers were generally
good, and the theoretical questions
in accounting were answered in
quite a creditable way; commercial
law was fairly satisfactory; but in
the practical part of the accounting
examination, the percentage of fail
ure was lamentable.
“It is noteworthy that persons
sitting for the written examination
who were applying to the Institute
were far more successful on the
average than applicants for the
C.P.A. certificate. This is undoubt
edly due to the fact that no appli
cation to the Institute is accepted
unless accompanied by evidence of
actual public accounting experience,
whereas in the case of many state
boards, the requirements do not call
for public practice, or demand only
a very limited amount of public
practice.
This is additional evi
dence of the well-established fact
that only by experience can practi
cal knowledge be obtained.”

HE American Institute of Ac
countants recently published
a bulletin that will doubtless
be of interest to many readers of
The Pace Student because of the
comments upon the results of the
recent Institute examinations. The
part of the bulletin devoted to this
subject, which is published with the
permission of the Institute, fol
lows:
“ The Board of Examiners has
practically completed its labors fol
lowing the examinations of Novem
ber, 1919. The examiners engaged
in marking and grading the papers
completed their work in the first
week of January. Considering the
great number of papers to be ex
amined, this constitutes a quite re
The smaller you are (mentally,
markable record.
“The board met on January 12th, of course), the harder it is for you
and took final action in regard to to admit you are wrong.
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The
Science of
Accounting

the making of such information
available at all times in an accurate
and complete form. It is a most
important branch of the Science of
The layman may
(Continued) Accountancy.
know and quickly state what in
formation is desired, but the pro
cedures to secure and permanently
record such information, in the
most economical and practical man
ner, is the crux of the matter, and
this calls forth the many qualifica
tions required for the successful
Accountant.
(d) Bookkeeping is the art of
recording, in writing, transactions
involving values in accordance with
the plans and systematic procedures
prescribed by the Science of Ac
countancy.
We, therefore, through account
ing, provide the machinery by which
the operator may reduce to writing
the record of performance of our
organization, just as the architect
furnishes working-plans for the car
penter from which to erect the
structure.
(e) Auditing, in its most general
sense, is the verification of account
ing records; first, as to mathemat
ical accuracy; and, second, as to the
accuracy of the application of ac
counting principles.
The duty of the accountant as an
auditor is likened to that of the in
spector of machinery. The account
ant has provided the machinery for
recording performance; but machin
ery will not function properly if not
operated in accordance with the
recognized standards as furnished
by the inventor, and it is therefore
important that the accountant ex
amine closely the performance of
the machine, and correct any im
proper operating practice.
[To Be Concluded

Affiliated
Schools

HE scope of the Pace educa
tional program can readily
be seen by a glance at a list
of the cities where the Pace Stand
ardized Course in Accountancy and
Business Administration is avail
able in Resident Schools. In some
of the schools listed below, the
course is available in both day and
evening classes, while in others,
evening classes alone are offered.
All Pace Students have the unique
privilege of transferring from one
school to another, with full credit
for work done and, in most in
stances, with credit for tuition paid.
This means that a student who
may find it necessary to move from
one city to another need not forego
his study, but that, if the Pace
Course is available in a Resident
School in the city to which he is
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going, he can resume his studies
there at the point where he found
it necessary to discontinue them.
For the information of the read
ers of The Pace Student, the fol
lowing list of schools where the
Pace Standardized Course in Ac
countancy and Business Admin
istration is now available in Resi
dent classes is appended. In each
case the name of the principal or
the official in charge of the Ac
countancy work is given.
Detroit, Michigan; Detroit Y.M.
C.A.; Grand Circus Park; B. D.
Edwards, educational director.
Cleveland, Ohio; Cleveland Y.M.
C.A.; 2200 Prospect Avenue; F. L.
Roth, director of Accountancy
School.
Buffalo, New York; Buffalo Y.M.
C.A.;
Mohawk
and
Franklin
Streets; R. B. Blackney, educational
director.
Syracuse, New York; Syracuse
Y.M.C.A.; W. A. Edwards, educa
tional director.
Youngstown, Ohio; Youngstown
Y.M.C.A.; Leonard T. Skeggs, edu
cational director.
Dallas, Texas; Buford-Reed Col
lege of Business Training; J. E.
Buford, president.
Fort Wayne, Indiana; Interna
tional Business College; T. L.
Staples, president.
Little Rock, Arkansas; Draugh
on’s Practical Business College; R.
H. Bewley, president.
Columbus, Ohio; Bliss College;
A. McFadyen, secretary.
Los Angeles, Calif.; Los Angeles
Y.M.C.A.; Bruce Boggs, educational
director.
Providence, Rhode Island; Bry
ant & Stratton Commercial Col
lege; Harry L. Jacobs, president.
Newport News, Va.; Interna
tional Business College; Delf J.
Gaines, president.
New Haven, Conn.; Accountants’
Institute; 212 York Street; G. J.
Weale, director.
Bridgeport, Conn.; Accountants’
Institute; G. J. Weale, director.
Waterbury, Conn.; Accountants’

Dayton, Ohio; Dayton Y.M.C.A.;
W. W. Stoner, educational director.
Paterson, N. J.; Drake Business
College; W. H. Sutton, secretary.
Albany, Oregon; Albany College;
J. J. McKnight.
Tulsa,
Oklahoma;
Oklahoma
School of Accounting, Law, and
Finance; New Daniels Building; G.
F. Winters, director.
Albany, New York; F. C. Ewing,
director, 24 Palmer Avenue, Schen
ectady, New York.
Pittsfield, Mass.; Pittsfield Y.M.
C.A.; K. F. Witham, secretary.
Kansas City, Mo.; Kansas City
School of Accounting, Law, and
Finance; 407 Gordon & Koppel
Building; Geo. P. Jackson, regis
trar.
Cincinnati,
Ohio;
Cincinnati
Y.M.C.A.; Elm and Canal Streets;
C. H. Rouster, educational director.
Rochester, New York; Roches
ter Business Institute; Clinton
Avenue, South; S. C. Williams,
president.
Toledo, Ohio; Toledo Y.M.C.A.;
Jay W. Holmes, educational direc
tor.
San Francisco, Calif.; San Fran
cisco institute of Accountancy; 417
Market Street; Samuel C. Hyer,
dean.
Lawrence, Mass.; Lawrence Com
mercial School; 316 Essex Street;
Edward D. McIntosh, principal.
Baltimore, Md.; Baltimore Pace
Institute;
Equitable
Building;
Charles J. Schnepfe, Jr., manager.
Butte, Montana; Butte Business
College; J. Lee Rice, manager.
Bowling Green, Kentucky ; Bowl
ing Green Business University; W.
S. Ashby, business manager.
Big Rapids, Michigan; Ferris In
stitute; W. N. Ferris, president.
Poughkeepsie, New York; East
man Business College; C. C. Gaines,
president.
Akron, Ohio; Akron Municipal
University; secretary of the Uni
versity.
Richmond, Va.; Virginia Me
chanics Institute; H. L. Davidson,
superintendent.
Wichita, Kansas; Wichita Com
mercial College; W. A. Botts, presi
dent.
Albuquerque, New Mexico; Al
buquerque Business College; J. E.

Institute; G. J. Weale, director.

Goodell, president.

Wilmington, Del.; Goldey Col
lege; W. E. Douglas, manager.
Reading, Pa.; Keystone Institute;
Howard L. Adams, President.
Canton, Ohio; Canton Y.M.C.A.;
A. C. Sawhill, educational director.
Ashtabula, Ohio; Ashtabula Busi
ness College; F. C. Williams, presi
dent.
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Trenton, N. J.; Rider-Moore &
Stewart School; J. E. Gill, vicepresident.
Worcester, Mass.; Bryant &
Stratton
Commercial
College;
Harry L. Jacobs, president.
Springfield, Mass.; Bryant &
Stratton
Commercial
College;
Harry L. Jacobs, president.
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